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Philippine Trade Policy:
Reflecting on its Effects
on the Environment
T
  he environment has increasingly gained atten-
  tion over the past decade. Which is rightly so.
   In recent years, questions about possible trade-
offs between economic growth and the environment, and
perceived conflicts between trade and the environment,
have become key areas of concern. If good environmen-
tal policy were in place and adequately enforced, what-
ever trade and industrial policy adopted should not im-
pose undue burden on the environment. The problem is
that the state of environmental management in the Phil-
ippines is still far from adequate. Thus, debates continue
to abound about the possible impact arising from the
seeming conflicts between trade and the environment.
Undoubtedly, the country’s trade and industrial
policy regime, and the resulting trade and production
patterns, ultimately impact on the environment and envi-
ronmental costs. The question is—does our trade and
industrial policy lead to increased environmental degra-
dation? At the same time, environmental regulations could
alter comparative advantage and ultimately impact on
trade and production. Another question, therefore, is—
do they seriously erode our competitiveness, enough to
unduly suppress growth and reduce overall welfare?
This Policy Notes issue is concerned mainly with
the first question. How have our trade and industrial poli-
cies affected the environment? This question becomes
particularly critical if the government’s capability to imple-
ment environmental policy and manage the environment
is severely constrained.
Insights from the past
Trade and investment policies have been the major
policy tools which shaped the Philippines' industrial policy.
Before major reforms started in the 1980s, trade policy
made liberal use of tariffs and import licensing require-
ments to protect local industries. The Philippine invest-
ment policy, meanwhile, has been largely embodied in
the investment incentive system—the Omnibus Invest-
ment Code (OIC)—which is mainly administered by the




1Of course, one could argue that there is some misnomer in the
"nonpollutive" classification as there really is no industry which is pollu-
tion-free. Hence, this classification would probably be more aptly termed as
"least polluting."
been effected through the promotion of selected activi-
ties in the Board's Investment Priorities Plan (IPP) via
the granting of fiscal incentives.
Through the years, it has been trade policy which
has had the most pervasive and profound impact on in-
dustrial policy. It was also in the area of trade policy where
the major reforms were implemented whereas in terms
of investment policy, very little has changed, with only
some shifts in emphasis, e.g., industrial estates. In view
of this, this Notes focuses on trade policy in particular.
To go back to our question: Does our trade and
industrial policy lead to increased environmental degra-
dation? Does it have biases which could have contrib-
uted to increased degradation?
For sure, these are difficult questions to answer.
We can only surmise from what theory suggests and from
whatever indicators we could use. Trade theory tells us
that the inherent bias against exports resulting from our
past trade protectionist regime made the country heavily
dependent on just a few exports where it had huge com-
parative advantage. These were in primary products, par-
ticularly agricultural crops and other natural resource-
based commodities like mining and forestry, which gen-
erally impose greater burden on the environment. Thus,
the country's resulting dependence on these primary ex-
ports has had adverse impact on the environment.
In addition, the highly protectionist regime promoted
an inward-looking industrial strategy where investments
in new machines proceeded slowly. This was due, to some
extent, to the limited domestic market it served and to
the lack of competition. For example, up to the late 1980s,
the textile industry had to contend with old technology
and capital equipment. The sluggish re-investment in new
machines in general very likely had a negative impact on
the environment.
In the 1980s, however, trade reforms had started
to be implemented. These reforms eventually brought
down protection on almost all sectors—from the most
pollutive to the least pollutive. And while there is no cor-
relation between the change in protection and pollution
intensity, there is some reason to believe that the re-
forms have likely had, on the whole, a positive impact on
the environment.
For one, the reforms resulted in a more open re-
gime that is more export-promotive. Export industries in
turn tend to be more adaptive since they have to com-
pete in the world market. They also need to be abreast
with global developments, technological and otherwise,
which increasingly demand for a cleaner and greener en-
vironment. At the same time, the liberalized trade regime
tends to lower the cost of pollution abatement and other
similar equipment.
All these insights thus indicate some positive im-
pact of these trade reforms, which began in the 1980s,
on the environment. Such a favorable assessment of the
impact of said trade reforms is supported by empirical
observations on the trend of the share in value-added of
the different sectors classified by their pollution potential.
Some empirical support
The Environmental Management Bureau (EMB) clas-
sified manufacturing sectors (at 4-digit level) in accor-
dance with how pollutive and hazardous they could be.
This ranged from nonpollutive1 to extremely pollutive and
nonhazardous to extremely hazardous, based mainly on
the sectors' associated effluents. The shares in value-
added by pollution potential classification of sectors are
then computed, using the available census data for 1972,
1975, 1983, and 1988 and the annual survey data for
1992.
A  summary of results is presented in Table 1.
As shown in the Table, the share in value-added of
nonpollutive industries was much lower at less than 20
percent than the pollutive industries in the early '70s.3
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Table 1. Share in Value-Added by Pollution Classification
(In percent)
Extremely hazardous/Highly pollutive 7.06 16.07 16.44 8.61 9.22
Hazardous/Highly pollutive 30.63 28.74 25.40 27.97 24.99
Nonhazardous/Highly pollutive 5.51 3.39 6.03 6.35 6.03
Extremely hazardous/Pollutive 3.90 3.39 4.25 5.52 5.09
Hazardous/Pollutive 27.88 22.86 19.34 18.57 18.79
Nonhazardous/Pollutive 9.33 13.49 10.66 11.51 13.35
Hazardous/Nonpollutive 8.90 4.79 5.86 7.14 5.70
Nonhazardous/Nonpollutive 6.78 7.26 12.03 14.33 16.83
ALL INDUSTRIES 100.00 100.00 100.00 100.00 100.00
Nonpollutive 15.68 12.06 17.89 21.47 22.53
Pollutive 41.11 39.74 34.24 35.59 37.23
Highly pollutive 43.21 48.20 47.87 42.94 40.24
TOTAL 100.00 100.00 100.00 100.00 100.00
Nonhazardous 21.62 24.15 28.73 32.19 36.21
Hazardous 67.42 56.39 50.59 53.68 49.48
Extremely hazardous 10.96 19.46 20.68 14.13 14.31
TOTAL 100.00 100.00 100.00 100.00 100.00
Pollutive and hazardousa 69.48 71.06 65.42 60.67 58.09
aincludes pollutive and highly pollutive which are also hazardous and/or extremely
hazardous
Pollution Classification 1972 1975 1983 1988 1992
However, the share of nonpollutive industries, after go-
ing down between the period 1973 and 1975 (trade re-
strictive, protectionist years), has consistently risen there-
after, reaching around 23 percent in the last observation
year, 1992. Thus, the share of nonpollutive industries
during the period after 1983 was generally higher than
the earlier, pre-trade reform period. Furthermore, the
share of nonhazardous industries steadily rose—from 22
percent in 1972 to around 36 percent in 1992. Con-
versely, the share of pollutive and highly pollutive/haz-
ardous and extremely hazardous industries consistently
went down from around 69 percent in 1972 to a little
over 58 percent in 1992.
One cannot readily separate their ef-
fects.
Still, the trend nonetheless pro-
vides a good summary indication of
the overall impact of policy reforms
since the mid-1980s. Moreover, if
there had been a weak or lax enforce-
ment of environmental laws, it is safe
to say that the improving trend most
likely comes from a favorable impact
of policy reforms. This is because in-
effective environmental measures im-
ply non-internalization of environmen-
tal costs, thereby serving as implicit
subsidies to pollutive industries. This
should have encouraged an increas-
ingly higher share of the more pollu-
tive type of industries. The fact that it
did not may very well indicate that the
source of the favorable trend is the
impact of the policy reforms.
Care should of course be taken in interpreting the
resulting trend. Is it an indication of the merits or demer-
its of trade and/or environmental policies? What is the
ideal trend in the first place? While industrial policy influ-
ences the level and composition of industrial activity, one
cannot attribute the trend to industrial policy alone. Equally
important is the effectiveness of environmental policy.
Conclusion
Finally, with the above reservations taken into mind,
the findings seem to support the view that the trade policy
reforms undertaken in the past decade have had some
positive effect on the environment or, at the very least,
not led to further environmental degradation than would
have been in a more protectionist, inward-looking policy
regime. The classification of industries could of course be
subject to errors, especially considering the level of aggre-
gation, but these findings bode well for the reforms.  4 4
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